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The above information has been provided by the Issuer. The Government National Mortgage Association has prepared the balance of the

information contained in this Prospectus.

The securities to be issued under this Prospectus provide for timely
payment to the registered holder of interest at the specified rate plus
scheduled installments of principal. Theseinstallmentsof interest and
principal will commence on the 15th day of the month following the
month of issueand will continue every month thereafter over thelife of
the mortgage pool, whether or not such principal and interest shall be
collected by the Issuer.

Timely payment of principal of andinterest on the securitiesisguaranteed
by GNMA pursuant to Section 306(g) of Titlelll of the National Housing
Act. Section 306(g) providesthat “ The full faith and credit of the United
Statesis pledged to the payment of all amounts which may be required to
be paid under any guaranty under this subsection,” and an opinion, dated
December 9, 1969, of an Assistant Attorney General of the United States,
states with respect to mortgage-backed securities comparable to those
offered that guaranti esunder Section 306(g) “ congtitutegeneral obligations
of the United States backed by itsfull faith and credit.”

The securities have not been registered under the Securities Act of 1933 since they are exempt from registration.

Government National Mortgage Association

The Government National Mortgage Association (“GNMA™) isawholly-
owned corporate instrumentality of the United States within the Depart-
ment of Housing and Urban Devel opment with its principal office at 451
Seventh Street, SW., Washington, D.C. 20410. It had its origin in the
creation of the National Mortgage Association of Washington in 1938.
Shortly theresfter, the name of the National Mortgage Association of
Washington was changed to Federal National Mortgage Association (the
“ Pre-1968 Corporation” ), awholly-ownedgovernment corporationwhose
businessconsisted of the purchase and sal e of mortgagesinsured under the
National Housing Act and, after 1948, mortgages guaranteed by the
Department of Veterans Affairs.

Pursuant to 1954 | egid ation, the Pre-1968 Corporation was authorized (1)
to conduct Secondary Market Operations (now the busi ness of the present-
day Federal National Mortgage Association); (2) to perform Specid
Assistance Functions in the purchase of mortgages as authorized by the
President of the United States, or by the Congress, to assist in financing
home mortgages in instances where established home financing facilities
areinadequate (the Special Assistance Functions’ ); and (3) to acquire or
take over and to manage and liquidate certain other mortgages (the
“ Management and Liquidating Functions’).

Effective September 1, 1968, the Pre-1968 Corporation waspartitioned
into two corporations, the present-day Federal National Mortgage
Associationand GNMA, whichretained all of the assetsand liabilities
theretofore acquired and incurred by the Pre-1968 Corporation under
its Special Assistance Functions and Management and Liquidating
Functions. GNMA continues these activities on a sizeable scale.

GNMA Guaranty-Full Faith and Credit

GNMA is authorized by Section 306(g) of Title Il of the National
Housing Act to guarantee the timely payment of the principal of, and
interest on, securities which are based on and backed by a pool
composed of mortgages insured by the Federal Housing Administra-
tion, under the National Housing Act, as amended, or Title V of the
Housing Act of 1949 or guaranteed by the Department of Veterans
Affairsunder the Servicemen’ sReadjustment Act of 1944, asamended,
or Chapter 37 of Title 38, United States Code. Section 306(g) provides
further that “ The full faith and credit of the United Statesis pledged to
the payment of all amountswhich may berequiredto be paid under any
guaranty under this subsection.” An opinion, dated December 9, 1969,
of William H. Rehnquist, Assistant Attorney General of the United
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States, states that such guaranties under Section 306(g) are authorized
to bemadeby GNMA and “would constitute general obligationsof the
United States backed by its full faith and credit.”

Pursuant to such authority, GNMA upon delivery of the securities to
the Issuer will have guaranteed the timely payment of the principal of
and interest on these securities.

GNMA Borrowing Authority-United States Treasury

GNMA, initscorporate capacity under Section 306(d) of Titlell1 of the
National Housing Act, may issue to the United States Treasury its
general obligationsin an amount outstanding at any onetimesufficient
to enable GNMA, with no limitations as to amount, to perform its
obligationsunder itsguaranty of thetimely payment of the principal of
and interest on the securities offered hereby. The Treasury is autho-
rized to purchase any obligations so issued.

The Treasury Department has indicated that it will make loans to
GNMA, if needed, toimplement the af orementioned guaranty asstated
in the following letter:

The Secretary of the Treasury
Washington

February 13, 1970
Dear Mr. Secretary:

| wish to refer to your letter of November 14, 1969,
asking whether the timely payment of principal and inter-
est on mortgage-backed securities of the pass-through
type guaranteed by the Government National Mortgage
Association under section 306(g) of the National Housing
Act, under its management and liquidating functions, isa
function for which the Association may properly borrow
from the Treasury.

It is the opinion of the Treasury Department that the
Association may properly borrow from the Treasury for
the purpose of assuring the timely payment of principal
and interest on guaranteed pass-through type mortgage-
backed securitiesasdescribed in Chapter 3, paragraph 6 of
the Mortgage-Backed Securities Guide, dated December
1969. Accordingly, the Treasury will make loans to the
Association for the foregoing purposes under the proce-
dure provided in Subsection (d) of Section 306 of Titlelll
of the National Housing Act.

Sincerely,

David M. Kennedy

The Honor able George Romney
Secretary of Housing and
Urban Development
Washington, D.C. 20410

GNMA warrants to the holders of the securities, that in theevent itis
called upon at any time to make good its guaranty of the payment of
principal and interest on the Securities, it will, if necessary, in accor-
dance with such Section 306(d), apply to the Treasury Department of
the United States for a loan or loans in amounts sufficient to make
payments of principal and interest.

Payments of Principal and I nterest
Payment of principal andinterest shall bemadeinmonthly installments
onthe 15th day of each month. Payment of thefirst 30 daysinterest and

principal will be made on the 15th day of the month following the date
of issue. All installments shall be applied first to interest and then in
reduction of principal balance then outstanding. Interest shall be paid
at the specified rate on the unpaid portion of the principal. The amount
of principal due on the securities shall be in an amount equal to the
scheduled principal amortization currently due on the pooled mort-
gages. However, payment of principal and interest shall be adjustable
as set forth below.

Each of the monthly installments shall be subject to adjustment by
reason of any prepaymentsor other early or unschedul ed recoveries of
principal on the pooled mortgages. In any event, the I ssuer will pay to
the holdersmonthly installments of not lessthan theinterest dueonthe
securities at the rate specified in the security, together with any
scheduled installments of principal whether or not collected from the
mortgagor and any prepayments or early recovery of principal. Fina
payment shall bemadeonly upon surrender of the outstanding security.

The Issuer isrequired to advise GNMA in advance of any impending
default on scheduled paymentsso that GNMA asguarantor will beable
to continue such paymentsas schedul ed on the 15th day of each month.
However, if such payments are not received as scheduled, investors
have recourse directly to GNMA.

Reportsto Security Holders

The I'ssuer will submit to each registered security holder each month,
monthly statements (Form HUD-11714) of principal and interest
payable currently on the security and its outstanding principal balance
after crediting the current principal payment. Theaccountsand records
of the Issuer relating to the pooled mortgages shall be maintained in
accordancewith normal accounting practicesand in amanner that will
permit the representatives of GNMA and the security holder to exam-
ine and audit such accounts and records at any reasonable time.

Denominations and Transferability of Securities

The securitieswill befreely and fully transferable and assignabl e, but
only upon the books of the Issuer, as to the Issuer and GNMA. The
minimum and maximum amount of security which may be initially
purchasedwill beasstated onthefront of thisProspectus; thereafter the
face amount of each security cannot be less than $25,000 and must be
inmultiplesof $1.00. Reissues and denominational exchangesshall be
made on request upon payment of any applicable taxes, fees, charges
or other costs approved by GNMA and presentation of the security, at
the Office of the Issuer, unless lost or destroyed in which case, on
presentation of reasonable and customary security or indemnity pro-
tection.

Servicing of M ortgage Pool

Under contractual arrangements between the Issuer and GNMA, the
Issuer is responsible for servicing and otherwise administering the
mortgages which constitute the pool in accordance with generally
accepted practices of the Mortgage Banking Industry.

The monthly remuneration of the Issuer for its servicing and adminis-
trative functions will be 1/2 of 1 percent per annum of the unpaid
principal amount of all the mortgagesin the pool. The Issuer shall pay
to GNMA its guaranty fee of 0.06 of 1 percent per annum and other
costs and expenses incident to the servicing of the mortgages. These
fees will not reduce the payments to the holder.

Liability of | ssuer
The securities will not constitute a liability of nor evidence any
recourse against the Issuer. They are based on and backed by the
aggregate debt of the mortgages insured or guaranteed under the laws
of the United Statesand recourse may be had tothe GNMA as provided
for in the guaranty.
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Custodial Agent

Thedocumentspertai ning to each of themortgagesincludedinthepool
backing this issuance of securities will be held in custody by a
custodian acceptable to GNMA.

Termination of Pool Arrangement

The pool arrangement may be terminated at any time prior to thefinal
maturity date of the outstanding securities, provided that the | ssuer and
all holders of the outstanding securities relating to a single pool have
entered into a mutually agreeable arrangement for such termination.
Upon formal notification with satisfactory evidence that all partiesto
the termination agreement have concurred, and return of the securities
to GNMA for cancellation, the guaranty will be terminated.

Federal Income Tax Aspects

Federal Income Tax aspects of mortgage-backed securities are de-
scribed in Revenue Rulings 70-544 and 70-545 published in Technical
Information Release(TIR) 1045, dated October 1, 1970, andin Internal
Revenue Bulletin 1970-43, dated October 26, 1970, which, among
other things, states that interest on the securitys is subject to Federal
Income Taxation, and indicates that the favorable tax status of certain
institutions, including that resulting from investing a percentage of
their assets in mortgages, is not adversely affected by investment of
those assetsin GNMA pass-through securities.

Yield

In addition to the purchase price, the amount of outstanding principal
and the stated interest rate, the following factors should be considered
inarriving at ayield figure:

1. Thefirst payment of principal and thirty days’ interestisreceived 45
days after the issue date of the security.

2. Unschedul ed prepayments of principal may be made to the security
holder from time to time because of the fact that (a) the severa
mortgages in the pool provide for prepayment without penalty by the
mortgagors and (b) when foreclosures occur the pro rata share of such
principal will be paid to the holder.

3. The security should be viewed as an inherently variable investment
because prepayments and forecl osures on mortgagesin each pool can
occur inamountsvarying from complete early liquidation of the pool
to minimal or even no early payout. This inherent variability in the
security liquidation date may have important consequences to the
holder. To the extent that a purchaser invests in the securities with a
view to long-term investment, early liquidation, either full or partial,
could cause the investor's overall investment program to require
adjustment. In addition, the variability of the investment’s duration
may resultinasmaller or alarger overall return on theinvestment than
the investor originally anticipated.

4. Past experience of the Federal Housing Administration (FHA)
relating to 26-to-30-year mortgages at all interest rates indicates that
while some mortgages remain outstanding until scheduled maturity, a
pool of 30-year single-family mortgages will have some prepayments
(including payments from foreclosures) earlier than the 12th year and
some later than the 12th year, and will, on the average, produce ayield
equivalent to that of a single loan which amortizes according to the
prescribed 30-year amortization schedule and then totally prepaysin
the 12th year.

It should beemphasized that it ispossiblethat oneor more of thepooled
mortgageswill run until final maturity and that, consequently, some of
theinvestor’ sfundswill beoutstanding, barring mutual agreement (see
“ Termination of Pool Arrangement” ) for termination of the pool, until
the maturity date of the securities.
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